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Why Does the Law of One Price Fail in Japanese ETF Markets?
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Abstract
This paper investigates possible obstacles to the Law of One Price in Japanese ETF markets.  Our 
fi ndings suggest that there are at least two major reasons why the Law fails in the markets.  First, the 
difference in the speed of price discovery between primary and secondary markets causes mispricing. 
Unique institutions in Japanese ETF markets could be potential sources of this phenomenon.  Second, 
idiosyncratic noise trader risks seem to prevent arbitrageurs from engaging in long-short arbitrage 
trading. Unlike to previous studies, systematic investor sentiment was not found to be a major 
obstruction in Japanese ETF markets.
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